Frequency: Annual American Embassy 
Supersedes: ET 73-012 SAN JOSE 


COSTA RICA 


TABLE OF CONTENTS 


~~ 
fet) 
@ 


oO SIND WS > eo nN E 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation 

Balance of Payments—Export Earnings Make Big Difference 

Import Growth, Controlled? 

Inflation—The Other Side of the Coin of Balance of 
Payments Problems 

Stabilization Efforts—Mixed Results 

Real GNP Growth Lags But Investment Stimulated 


IMPLICATIONS FOR THE UNITED STATES 


No abrupt changes in system foreseen in forthcoming 
elections 

Stabilization—To be with us for a while yet 

Receptivity to foreign investment—perhaps more interest 
in selectivity 

The Ue Se should remain Costa Rica's most important 
trading partner 

Energy Crisis——Might have to rethink everything 

Prospects and Opportunities 


GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 


: inti i ff Documents, 
Available by subscription from the Superintendent of Doc WS. Department of Commerce, Springfield, Va. 22151. 


Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, 





2 KEY ECONOMIC INDICATORS 


All values in millions All data below are calculated at 

of U.S. dollars unless the official exchange rate of $1.00 = 

otherwise indicated. 6.625. (The free market exchange 
rate is £8.54.) 


partial %change 


1970 1971 1972(1) 1973(2) 73/72(3) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 933.1 1033.3 1141. NA 
GNP at constant(1970)prices 933.1 999.5 1030. NA 
Per capita GNP, current $37 579 619 NA 
Index of industrial electricity 

consumption(10/1955=100) 841. 944. 1047. 1199. 


MONEY AND PRICES 
Money supply 158. 202. ° 2tl. 
Net credit of banking system 283. 368. ; 439. 
External public debt outstandrg 164. 199. ‘ 252. 
Central Government ~ 67. , 92. 
Banking System NA 52. : 59. 
Other Public Sector NA 79. ° 99. 
Ratio of external debt service 
to exports of goods 12 12 ll 
Wholesale price index 125.3 130. 
(1966100) 
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BALANCE OF PAYMENTS AND TRADE 


Net foreign reserves 26.0 aT. 43. 
Balance of payment, current 
account -73. -114. -100. 
Total exports, FOB 231. 225. 280. 
to U.S. 98. 92. 113. 
U.S.% share, exports 43 41 40 
to CACM 46. 47. $l. 
Total imports, CIF 316. 349, 372. 
from US 110. 114. bos 
U.S. % share imports 35 33 33 
from CACM 68. 76. 79. 


)Preliminary data for full year 
) Export-Import data, preliminary for first six months, 1973; all other, 
preliminary data through September, 1973 
3) Latest 1973 data compared with similar period in 1972, except as shown. 
E- Estimate 


Main imports from the U.S.(1972): Machinery and transportation equipment, 
$40.7; Paper, pulp, paperboard, $16.2; Chemicals, pharmaceuticals, 
petroleum derivatives, $23.6. 


Sources: Central Bank of Costa Rica; Office of Statistics and Census; 
American Embassy 





SUMMARY 


The Costa Rican economy on the whole has been buoyant during 1973. 
Balance of payments pressures, which were very much in the forefront 
during 1972, are no longer of such concern, as substantially increased 
earnings from exports have pumped new money into the economy. 
Favorable indicators include, in addition to increased export earnings, 

a moderate construction boom and strong growth in industrial production 
and industrial electric power consumption. Of particular interest to 
American businessmen and investors during the next twelve to eighteen 
months are the following factors: 


No abrupt changes in the system are foreseen as a result of the 
forthcoming elections; 


Stabilization will probably be with us for a while yet; 


The climate for foreign investment should remain good, but 
perhaps with more interest on selectivity; and 


The U.S. should remain Costa Rica's most important trading 
partner. 


Interim prospects for solid economic growth on balance appear very 
good. However, there are two major trouble areas clouding an otherwise 
favorable outlook for 1974: inflation and the world energy crisis. The 
extent that solid foundations for a new era of real growth will be laid in 
1974 will depend importantly upon the course of inflation, which in turn 
will depend not only on external factors, but upon the monetary, fiscal 
and wage policies of the new government which takes office in May 1974. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation 


The Costa Rican economy on the whole has been buoyant during 1973 
and the outlook is for a relatively high level of activity during the 
coming year. Balance of payments pressures, very much in the 
forefront during 1972, are no longer of such concern, as substantially 
increased earnings from exports have pumped new money into the 
economy. Indeed, many economists fear that the economy today is 
too liquid, and that the benefits of increased current account earnings 
and substantial capital in-flows may be dissipated in a new impulse to 
import. 


Favorable indicators include, in addition to increased export earnings, 

a moderate construction boom and strong growth in industrial production 
and industrial electric power consumption. A survey of major retail 
trade outlets conducted in late November revealed sales on average 
running, in comparison to last year, over 27 percent higher by value. 
However, there are two major trouble areas clouding an otherwise 


reasonably favorable outlook for 1974; inflation and the world energy 
crisis. 


In sum, the climate for trade and investment has improved over 1972. 


A major development in this strengthening has been Costa Rica's 
re-commitment to the Central American Common Market (CACM)--the 
difference between a market of two and sixteen million population. In 
contrast to the situation in August 1972, when many Costa Ricans openly 
urged withdrawal from the CACM, today most industrialists and seemingly 
the public at large recognize the indispensability of a region linkage. 

The concern is that other CACM members might not share the same 

sense of urgency for speeding up the integration process as many 

Costa Ricans, albeit recent converts, now possess. 


Balance of Payments --Export Earnings Make Big Difference 


The present buoyancy of the economy illustrates the close interconnection 
between world market conditions for Costa Rica's major export commodi- 
ties and Costa Rica's economic wellbeing. Earnings from four commodi- 
ties--coffee, bananas, beef and sugar--this year totaling about $240 
million--will be almost 20 percent above earnings from the same 
commodities in 1972. The table below illustrates this trend: 





Costa Rica's Commodity Trade 
(million U.S, dollars) 
1970 1972 


Coffee re f 77.9 96 
Bananas 66.7 , 82.8 88 
Beef 18.0 ; 28.3 37 
Sugar 10.3 ° 13.1 20 


Sub -total 168.1 163.1 202.1 241 


Other 63.1 62.3 78.8 91 


Total $231.2 $225.4 $280.9 $332 E 
Imports 316.7 349.7 372.8 410E 10 


Deficit -85.5 -124.3 -91.9 -78E -13 


With the exception of bananas, growth in earnings from these four com- 
modities in 1973 was almost entirely due to price factors. There was 
little increase in quantities exported for most. For 1974, market con- 
ditions for all these ''traditional exports'' should remain firm, but over 
the long term, prospects for each commodity differ. For example, the 
1971 experience demonstrates Costa Rica's vulnerability to fluctuation 

in coffee prices, which are influenced importantly by such factors as 
frosts and new plantings in Brazil. Coffee for the foreseeable future 

will remain an important crop, but Costa Rica wisely desires to lessen 
dependency upon coffee by moving marginal lands into other crops and by 
seeking to encourage new ''non-traditional'' exports. In contrast to coffee, 
the beef cattle industry clearly qualifies as a major growth industry, with 
an assured market for the foreseeable future in the United States, and, 
recently, good prospects for Europe and Japan. 


Import Growth, Controlled? 


As regards imports, the current dollar value of these also was up in 
1973, but in real terms, import growth probably slowed, despite some 
tendency of merchants and industrialists alike in 1973 to build up inven- 
tories as a hedge against growing world inflation and scarcities. The 
important thing is that the trade deficit, which reached alarming propor- 
tions in 1971 (about $124 million), has declined since that time, with 

final data likely to show a still high, but manageable deficit in the $70-$80 
million range for 1973. Earnings from services such as tourism were 





high in 1973. Capital inflows have been substantial. One significant 
result of the improved balance of payments position has been that the 
Central Bank reports that it has substantially reduced its backlog of 
applications for foreign exchange at the official rate, with many 
applications for official exchange now honored on almost a current 
basis. Financial circles note, however, some delay in processing 
applications for official exchange for remittances on registered 
capital. 


Inflation--The Other Side of the Coin of Balance of Payments Problems 


After years of relative price stability, Costa Rica is now experiencing 
a phenomenon already well known to most Latin American nations-- 
inflation. Prices during the past decade on average increased with 
rare exception no more than one or two percent. However, an upward 
creep, beginning about 1970, was recognized by 1973 as a serious 
inflationary problem. No reliable index of retail prices exists, however; 
the Central Bank recently made a preliminary estimate of a 15 percent 
increase in the price levels during 1973, with some other sources 
estimating an even larger increase. A lively debate is currently in 
progress as to whether this price inflation is mostly "imported''--due 
to exogenous increases in costs ofimports--or ''domestic", that is, 
due primarily to monetary variables subject to control by monetary 
authorities. The answer is not clear cut. It is true that prices of 
many products Costa Rica imports have increased--the price of 
petroleum is one example--but the truth of the matter is that not just 
one but many factors are contributing to inflation in 1973. An immediate 
cause of this year's jump in prices was the sizable de facto devaluation 
of the colon late in 1972 when, in culmination of a process of mini- 
devaluations starting in June 1971, a substantially increased amount 

of the nation's imports were shifted to the free market rate--to bring 
the amount of Costa Rica's import bill subject to the free market rate 
of {8.60 to the dollar to about 75 percent. This meant for affected 
products an almost 30 percent in price increases, in addition to con- 
sumption taxes ranging up to 50 percent imposed earlier in the year. 
Such measures certainly had an impact on consumer prices, but at the 
same time they were vital elements in a painfully assembled stabiliza- 
tion effort needed to bring order to Costa Rica's balance of payments 
and to head off further deterioration in the value of the colon. Perhaps 
the best way to look at the process is one of ''deferred inflation". A 
combination of factors including --imminently--excess money and bank 
credit expansion in 1970 led to inflationary pressures which were 
temporarily relieved by an overvalued colon and an influx of relatively 


"cheap''imports. Thus, inflationary pressures were soon translated 
into balance of payments pressures. 





Stabilization Efforts--Mixed Results 


Since 1971, the rate of expansion of net credit to the banking system 
has been progressively lowered, but other sources of credit appear 
relatively unchecked. The trend through 1972 was also toward 
restricting expansion of monetary supply 1/ but this was reversed in 
1973 and by September 1973 it was up a whopping 29 percent over the 
past year--this was largely a reflection of the foreign capital inflows, 
as large amounts of dollars and other foreign exchange were converted 
into domestic currency. Central budget growth has continued steep-- 
about 16 percent, 1973 over 1972. However, tax receipts and bond 
sales have been much greater than anticipated early inthe year. 
Government spending in 1973, in fact, appears to have involved 
remarkably little inflationary financing, and bond sales have sopped 
up quite a bit of liquidity which otherwise would have added fuel to 
inflation and increased pressures on the balance of payments. Despite 
the fact that the Central Bank has not been able to pull together a single 
document to point to with pride as ''the stabilization plan'"', slowly and 
rather painfully since 1971 a pragmatic stabilization effort has been 
put together. 


Real GNP Growth Lags But Investment Stimulated 


In absence of data, it is difficult to say what the impact of Costa Rica's 
novel experience with inflation has been. Probably, however, real 
wages have lagged in the early months of the inflationary trend. The 
first impact of the price increases, therefore, seems to have been 
stimulative to investment--or at least to output. This was so since 
earnings of industrialists and other producers were probably increased; 
that is, resources were shifted toward those segments of the population 
more likely to invest than consume. However, wage pressure will 
surely grow, and the danger is that a typical Latin American type 
inflationary spiral will be set in motion, which will serve no beneficial 
purpose, but will only punish those segments of society less able to 
bear loss. Suffice it to say that at the present time GNP growth in 
current terms is quite high, but growth after inflation--real growth-- 
seems to be running considerably below pre-1972 levels. The extent 
to which solid foundations for a new era of real growth will be laid in 
1974 will depend importantly upon the course of inflation, which in 

turn will depend not only on external factors, but upon the monetary, 
fiscal and wage policies of the new government which takes office in 
May 1974. 


1/ Narrowly defined as currency in circulation. Does not include 
demand deposits and quasi-money. 





IMPLICATIONS FOR THE UNITED STATES 


U.S. economic interests here are relatively large and the implications 
for the United States of political, social and economic trends in Costa 
Rica are greater than in many larger countries. Of particular interest 
to American businessmen and investors during the next twelve to 
eighteen months are the following: 


No abrupt changes in system foreseen in forthcoming elections. 


Elections will be held February 3, 1974, to choose a new president and 
an entirely new National Assembly which will assume office in May 1974. 
Top contenders present policy alternatives, but do not propose radical 
changes in the political or economic system. Costa Rica's tradition of 
political stability and peaceful, democratic change is not threatened. 


Stabilization--To be with us for a while yet. 


No matter who wins the coming elections, the new government will have 

to face the problem of inflation--or its mirror image, balance of payments 
pressures. In this situation, the emphasis will not be on easing credit. 
More conservative fiscal policy also might be in order. It is generally 
expected that the colon will be reunified shortly after elections. While 

the new, unitary rate has not yet been determined, a group of prominent 
economists recently suggested that the new colon should be pegged 
somewhere ''between {8.00 and the free market rate of ¢8.54"'. In any 
case, a devaluation of the "official'' £6.62 colon seems certain. 


Receptivity to foreign investment--perhaps more interest in selectivity. 


No basic change seems likely in Costa Rica's receptivity to foreign-- 
mostly U.S. --investment. Ona per capita basis U.S. investment here 
is greater than in Brazil. Moreover, perhaps some 8,500 Americans 
now live in Costa Rica. In many cases they have purchased land or 
engage in various forms of business activity. This growing "American 
presence", and particularly the activities of a few unscrupulous and 
insensitive promoters, have given some Costa Ricans pause and might 
lead to an attempt to regulate future investment. In such case, foreign 
investment and Americans would still be welcomed and appreciated, 
but the emphasis might well be more on selectivity. Toa greater 
extent than before, the burden of proof may be on the foreign investors 


that the prospective investment is indeed beneficial to the country--and 
not just to the promoter. 


The U.S. should remain Costa Rica's most important trading partner. 


In 1972 we supplied 33 percent of the Costa Rican market ($123 million, 
CiF) and purchased 40 percent of its exports ($113 million, FOB). The 





outlook is for trade to stay high and roughly in balance. Our percent 
share of the Costa Rican market may increase slightly. The rapid rise 
of Japan as a competitor should level off somewhat, as a result of the 
revaluation of the yen and constraints on production in Japan. Market 
opportunities will be particularly attractive in intermediate and capital 
goods, including construction equipment; less so in consumer goods. 


Ene rgy Cri sis--Might have to rethink eve rything. 


The projections in this Report are necessarily predicated on the assump- 
tion that the world energy crisis will not worsen nor be prolonged. Costa 
Rica was one of the first hit with a gasoline shortage (requiring about 25 
percent rationing) but production losses were not great and new contracts 
hold out promise for relatively early normalization of supplies. Still, 
Costa Rica is potentially quite vulnerable. With no known petroleum 
reserves and a refinery unable to meet demand alone, Costa Rica's 
petroleum supply system is fragile, to say the least. A severe, prolonged 
world petroleum shortage could have serious effects on Costa Rica's vital 
foreign trade, as well as on production. The present world crisis, how- 
ever, may have a salutory effect in stimulating interest in hydro-electric 
development, new oil explorations, and geo-electric projects--harnessing 
Costa Rica's volcanoes for producing electric power. 


p rospects and Opportunitie s 


Tourism, agro-business, and industrial expansion offer opportunities 
for investment and sales. Nevertheless, investment in infrastructure -- 
roads and highways, ports, and hydro-electric facilities--will probably 
be more important over the next few years in determining the shape of 
development. Decision on one project of major importance, the ALCOA 
aluminum development plan, may be reached in 1974. This project 
would involve a separately financed large-scale hydro-electric facility 
on the Terraba River, as well as a refinery/smelter complex built by 
ALCOA. Total investment reportedly could reach $700 million and when 
on-stream ALCOA's annual exports could exceed $150 million (1973 
dollars). In addition, another large-scale project is envisioned for the 
Arenal River, where work may be initiated on a 135, 000 KW hydro- 
electric facility and an associated irrigation network within the next 
eighteen months. 


The above-mentioned projects offer possibilities for provision of 
materials and equipment, as well as engineering and design services, 
feasibilities studies and the like. Information about bid opportunities 
on these and other projects will be available from the U.S. Department 
of Commerce and its field offices. 
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